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U.S. macroeconomic variables. The results suggest that dollar exchan
news about real economic activity -- a surprise of 100,000 on nonfarm payroll employment leads to a
0.2 percent appreciation of the exchange rate. In general, exchange rates do not react systematically to
news on inflation. By contrast, U.S. interest rates respond to both types of news, aithough the

response continues to be extremely small, on the order of 1 to 2 basis points. Finally, Japanese

activity, while German rates, in general, do not.



The Reaction of Exchange Rates and Interest Rates to News Releases
Hali J. Edison’

1. Introduction

The effects of economic news on exchange rates and interest rates have received considerable

ttention in both the research literature and ¢

response of asset prices to news enables one to test different hypotheses. This approach has become
d

increasingly popular, especially for exchange rates, as they have proven to be difficult to model. The
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primary focus of this paper is to examine the reaction of U.S. interest rates and the mark/dollar and

yen/dollar exchange rates to macroeconomic news. The news is associated with the monthly release of
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unexpected parts of the monthly announcement of the rate of change of the consumer price index

(CPI) and the producer price index (PPI). It is the impact of these surprises on agents’ expectations

that determine the response of exchange rates and interest rates. If announced inflation rates are
higher than expected, and expectations of future inflation therefore rise higher, then this may cause --
after the announcement -- nominal interest rates to rise and the dollar to depreciate. Alternatively, a

second channel through which an inflation surprise may affect rates occurs if agents believe the
high infl

monetary authorities will react to inflation news. Under this scenario, unexpectedly high infl

lead to a tighter-than-otherwise monetary policy, and this would lead to higher interest rates and an

appreciation of the dollar. Thus, the sign on inflation news is a priori ambiguous for exchange rates

sales (RS), unemployment rates (UN), nonfarm payroll employment (NF). Once again there are two
channels through which unexpected growth, as indicated by unexpected increases in IP, RS, NF or a

deciine in UN, can affect exchange rates and interest rates. First, signs of unexpected growth might

lead agents to revise their expectations of real growth upward, which leads to an upward revision of

'"The author is a senior economist in the Division of International Finance
Reserve System. I would like to thank Athanasios Orphanides for providing me witt a
advice. I would also like to thank Steven Braun, Jon Faust, Karen Johnson, James Kennedy, Jeffre Shafer, and
Ralph Smith for helpful discussions. I thank Alexis Zarechnak for his efficient research assistance. The views
expressed in this paper are solely the responsibility of the author and should not be interpreted as reflecting those

of the Board of Governors of the Federal Reserve System or other members of its staff.
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Alternatively, if agents fear that the monetary authority will interpret this news as indicating the

rates, then interest rates and exchange rates should rise. No matter what the channel, the sign of these
news variables on both rates should be unambiguously positive.
Most previous empirical investigations of this sort have focused on the effects of U.S.

announcements on bilateral dollar exchange rates and on U.S. interest rates. Spillover effects on other

and Japanese interest rates. This provides some insights into whether U.S. news has spillover effects.

annual data. For example, Dornbusch (1980), Frenkel (1981),

innovations in the interest differentials and other macroeconomic variables to model expectations and

derive measures for news. There are inherent measurement problems with this approach th

circumvented, in part, by the using actual announcements of official statistics. Several studies have

@]

looked at t
For example, Engel and Frankel (1984) examine the reaction of the mark/dollar exchange rate to
money supply announcements and find that positive mon
appreciations of the dollar. Similarly, Roley and Troll (1983) and Urich and Wachtei (1984) relate

)
U.S. macroeconomic news to U.S. interest rate movements and find that money supply announcements
(1985) consider the response of exchange rates to announcements of U.S inflation, industrial

that money supp]y announcements affect exchange rates significantly. In contrast, Hardouvelis (1988)

finds exchange rates react to news about money supply and trade balances systematically and
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occasionally to some business cycle variabies.> Ito and Roley (1987) study the reactions of the

yen/dollar rate to macroeconomic announcements in the United States and Japan and find that U.S.
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1995) examine the impact of U.S. and U.K. news on futures prices of U.S., U.K., German and

“Recently, Becker, Finnerty and Kopecky (1995) have examined cross-country spillover effects on interest
rates.

3Hoean. Melvin and Roberts (1991) find the same trade balance effec Trwin (10R0) finde a cionificant
0gan, MiCivin ang RKQODErS (1571 1InG 1€ same rade da:ance eiiecl. irwin (i1>87) 1ingGs a signiicant
break in the relationship between trade balance movements and dollar exchange occurring in June 1984.
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Japanese government bonds. They find that certain U.S. information has a significant influence on

This paper makes three contributions to the literature. First, it uses recent data and hence

updates findings of earlier studies. Second, it focuses on only two bilateral exchange rates, making it

and Japanese interest rates.

In general, I find that exchange rates are most likely to react to news about the state of the

effect does not appear to be quantitatively significant. Long- and short-term Japanese interest rates
S.e

appear to react to U. to be unaffected by

news, with the exception of these short-term rates reacting to U.S. inflation surprises in the early
4

u
linked to U.S. monetary policy and high

1980s. At that time, German monetary policy was closel

fevbnmnnt wmntan la.d 2. 1Q0A lan M acraamane Aanzsa Tad le ot e e b el Lo 4l Lal . TT_ a1
interest rates, out in 1984, tne Germans decoupied their monetary policy from that of the United
States

The remainder of the paper is organized as follows: Section 2 contains a description of the

data. Section 3 presents the underlying basic model and reports on the exchange rate results; while
section 4 discusses the interest rates results. Section 5 concludes the paper.
Z. Data Description

2.1 The expectations data
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monthly release of data on six U.S. economic variables: consumer price index for urban consumers

“A recent study by Harris and Zabka (1995) also finds a significant and positive link between non-farm
payroli surprises and the exchange rate.
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(CPI), producer price index for finished goods (PPI), total index of industrial production (IP), growth
in nominal retail sales (RS), the unemployment rate (UN), and the change in nonfarm payroll

u
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employment (NF). All the variables are announced with a one-month lag and quoted in percentage
points and represent month-to-month percentage changes, with the exception of the employment
variable (NF), which ed in thousands of persons. For example, the CPI release of February 15,
1995 was 0.4, indicating that the consumer price level rose by 0.4 percent during January. The

from Monev Mar
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conducts a survey of about forty money market managers on the Friday the week before the release of

each variable under consideration. The median forecast from the survey is used.® Hence, the news

associated with the release of each variable is identified as the difference between the vaiue reieased
and the median of the survey responses. For example, in the survey conducted on February 10, 1995,

n
five day u.o
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Table 1 presents the absolute frequency distribution of the expectation errors associated with

each of the variables. There are 181 announcements (Februar_v 1980 - February 1995) in our sample

variables. Further note that the distributions for PPI, RS, and NF expectation errors tend to be

’See for example Engel and Frankel (1984), Hakkio and Pearce (1985), Ito and Roley (1987), Hardouvelis
(1988), and Hogan et al (1991).
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Table 3 gives the expectation errors associated with the data releases since January 1994. The

expectation errors for CPI, RS, UN, and NF do not appear to display any unusual patterns. In

<; Vacn nnY

contrast, there are two relatively large negative errors for PPI in October and November of 1994. The

market appears to have been surprised by rather lower than expected month-to-month changes in

To further examine the data, two tests are performed. First, I consider the individual

univariate statistical properties of the released and survey data using unit root tests. Table 4 reports

test if the survey data are rational, by testing for a systematic bias. As Granger and Newbold (1986)

have pointed out this test has several problems, therefore, I test using a slightly different methodology

PN N PN ads T oo la_ 7
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2.2 Exchange Rates

The two exchange rates, mark/dollar and yen/dollar are noon rates from the New York market

.

In the regressions, the dependent variable is 100 times the change in (the log of) the exchange rate

100
between noon the day of the announcement and the preceding noon rate. The factor 100 transforms

tha nnite nf tha dan
uiC uiiits O1 uli€ GCPLi

follows:

7 For PPI, there are 56 announcements where the expectation error is positive and 97 announcements where
the errors are negative, excluding all zero values The difference for NF is less pronounced: 63 negative surprises
and 48 positive surprises.
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3.2 percent on a day when there was a PPI announcement with an expectation error of zero. The
largest one-day change (January 15, 1988) for the yen was 2.93 percent when PPI and IP were

announced with expectationai errors of 0.4 and 0.1.

2.3 Interest Rates

1e long-term horizon, nominal interest

rates are yields on 10-year bellwether government bonds for the foreign rates and the yield on a 10-
year constant maturity Treasury bond for the United States. In the regression, the dependent variable

is the change in the interest rate between the noon the day of the announcement and the preceding

noon rate.
2 Pattarnc in tha racnanca nf thoa avoehanaoa rata tn mawe
oo A QALLVI 11D 111 ALV lcapuuac Ui e cA\-u““sU 14l WU uvyvo

news variable. Each chart contains six panels using data from the entire sample, February 1980 to

Dabatel e T OTTTTrr ST

February 1995. Each panel dispiays a scatter diagram showing the daily percent change of the

exchange rate on the vertical axis and the expectation error/news on the horizonal axis. In general,

necess ary to consider changes in the exchan

~

To investigate the effect of news the following equation is estimated:

n
As, = o, + Za, x; 2)
inj

where x;° is the expectation error of the corresponding economic series at time t. Equation (2) is

o
riables are considered jointly, thusj=1and n =6

Table 5 reports the response of the two exchange rates to news. For each exchange rate, two

time periods are estimated: February 1980 to February 1995 and February 1984 to February 1995. The
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latter time period omits the high inflation period of the early 1980s. Each coefficient corresponds to

ate to that news variable. For

the mark/doliar for the entire sample period is -0.34. This coefficient suggests that the reaction to the

M:‘

exchange rate to a .1 CPI error has been on average -0.03 percent. For Germany, it is quite common

find positive coefficients on the other variables with the exception of unemployment (UN). The
negative sign on UN is consistent with the hypothesis that a stronger-than-expected U.S. economy will
lead to an appreciation of the doilar.

In general, the responses of the two exchange rates are not statistically significant at or below
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payroll leads to a 0.2 percent appreciation of the exchange rate. Harris and Zabka (1995) argue that
the U.S. employment report tends to move exchange rates -- with the exception of the Canadian dollar
where there is no impact -- and that this influence has increase over time.

In the next few subsections, I will examine how sensitive these results are by considering

news about a variable is symmetrical in response to positive or negative errors. Therefore, I allow for
the possibility of an asymmetric response. Table 6 contains estimates for positive and negative errors.’

e difference in this table is that there are several entries relating to the ievel of economic

activity that are statistically significant at or below the 10 percent significance level. The coefficients

8The explanatory nower of these six variables is !Qw: th

416 SApIGnG J PYYTe UL UINOV Sk variables

rates. Note that the dependent variable is the change in the log of each exchange rate. T
suggests the residuals are white noise, mdlcatmg no obv1ous mlsspecxﬁcatlon The general fit o
are consistent with those in the literature, see for example Hardouvelis (1988).

The definition of positive errors includes zero. The findings are not altered when positive errors are defined
to be aii vaiues greater than zero as opposed to greater than or equai to zero.



is negative news is statisticaily significant, and the sign is consistent with theory. These resuits seem

to indicate there might be some persistent reaction of exchange rates to news, but the data must be

effect remains quantitatively small.

3.2 Response to large and small errors
Next, I consider whether the response of the dollar depends on the size of the surprise. I

define large surprises as those that are above the 90th percentile (positive responses) and those below

tive responses). Table 7 reports the response of the exchange rate to large

and small errors. Interestingly, the responses do not differ between large news and small news, nor
do they differ dramatically from the average responses. For exmiple the response for the mark/dollar

o
—
i

statisticaily significant. It appears that separating out the response by large and small leads to some

increase in significance for IP surprises, but the general result that the response of exchange rates to

In February 1994, the Federal Reserve began tightening monetary when it increased the
discount rate and the federal funds rate by 25 basis points on February 4th after the employment
report. Monetary policy remained tight throughout the rest of my sample period. This section

examines whether the response of the doilar from February 1994 - February 1995 has been statisticaliy

different from those in earlier periods. Table 8 presents these results. In this table the coefficients

a 4remllnndie n 4L PSS | e P PP SRS RSP |

UIC IHuilpiicdaiive U mmy I10r e reécent uume perioda. 10 ACCrmine e otdl
effect one needs to add these responses to the average response as reported in Table 5. None of the
multiplicative dummy coefficients for either currency is significant, suggesting the responses during

this period have not been different from those in the earlier periods. Although the dollar has
weakened during much of this period there does not appear to be any statistical association with
macroeconomic news as I am measuring it.

3.4 Alternative Specifications
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further modifications: (1) adding a variable to take account of volatility in the foreign exchange

market'? and (2) dividing the samp
news changes during different phases of monetary policy. Table 9 contains these results. The first
row for each exchange rate reports the coefficients on the news variables for the whole sample when

we inciude the 5-day moving average volatility term (column MAVOL). The inclusion of the moving

average term is statistically significant, but the coefficients on the news variables are essentially

Goodfriend (1993), which described the
Federal Reserve’s monetary poiicy. The four sub-samples are as follows: February 1980 - October
1982 (Aggressive Disinflationary Policy), November 1982 - April 1986 (Establishing Credibility), May

1 10nNA 7

3 T 1__ 10NN _ . ™ _ : 1 n Y
a July t¥yyU - reoruary 1yvy4 (KECEssion and KeCcovery).

e Pu
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The results differ across sub-samples. The sign of the coefficients and the significance change. The

I now turn to examining the relationship between news and interest rates. First, I examine the

response of changes in the 3-month U.S. Treasury bill rate and the 10-year U.S. Treasury bond rate to

for Germany and Japan.
Charts 3 - 8 plot the reaction of changes in each interes
news variable. These charts are quite similar to the patterns displayed in charts 1 and 2, except that in

general interest rates responses are less volatile. In charts 3 and 4, it is possible to discern that there

"] also estimated these equations where I included the lagged dependent variable. The coefficient and the
equation fit was somewhat better, but the interpretation of the news coefficients did not change.



all six news variables. This result is consistent with others findings see for example Roley and Troll

._‘

nly a i basis pOll’lt increase in either short or lOﬂg term interest rates.

The lower two thirds of table 10 contains the results of the response of foreign interest rates to

or the entire period reveals that German short-term interest rates react

ta fo
U.S. inflationary news. This positive relationship stems from an early association of

German monetary policy to U.S. inflation and hence U.S. monetary policy. German monetary policy
was decoupled from U.S monetary policy in early 1984 and hence the lack of significance in the

SR RSt T T o d a4 £ o1 o _alo. Liia ol LT P PRSI I SV R
perioa since uen. in contrasi, 1 1ina a very sindli ncgdiive, ou lgﬂlllbdﬂl 1aU0nsilip veitween
Japanese short-term interest rates and U.S. nonfarm payroll employment surprises and unemployment
rate surprises. Otherwise, it appears that U.S. news has little impact on Japanese interest rates. As

. Conclusion

oy

This paper investigates the short-run reaction of exchange rates and interest rates to U.S.

macroeconomic news when news is associated with the surprise component of the monthly release of
U.S. macroeconomic variables. Survey data on market participants’ expectations of these
announcements are used to form the news on these variables. This paper does not address the extent

to which gradual changes in market participants perceptions/expectations are priced into exchange
rates. The main conclusion that emerges from the empirical results is that exchange rates are more

likely to react to news about the state of the economy, rather than about past inflation, but that this

reaction appears to be extremely small -- even though it is statistically significant it does not appear to

of news, but then these effects do not appear to be quantitatively significant. Long- and short-term

unaffected by U.S. news, with the exception of German short-term rates reacting to U.S. inflation

surprises in the early 1980s.
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Table 1
Absolute Frequency Distributions of Expectation Errors (181 observations)

Variable Error Size (percentage points)

<-03 -0.3 -0.2 -0.1 0 +0.1 +0.2 +0.3 >+0.3
CPl 4 5 16 40 53 36 18 6 3
PPI 30 21 20 26 28 20 14 8 14
IP 20 14 21 22 26 32 24 5 17
RS 59 6 13 15 9 10 8 11 50
UN 6 6 32 38 42 28 17 8 4

Error Size (thousands of persons)?

<-100 -100 -50 -10 0 10 50 100 >100

NF 20 20 19 4 0 4 13 20 21

CPI: The consumer nrme index for all urban consumers.

PPI: The producer price index for finished goods.

IP: The total index of industrial production.
RS: The nominal vaiue of retaii saies.
UN: The unemployment rate.
NF: The non-farm payroll employment.
1. Sample Period: February 1980 - February 1995.

7 Cammnla Darind: Caheiare 1008 | Daheiae, 10045
<. Sampi% roridh; réoruary 1500 - réoruary 1>>J5.

_ v
Notes: Expectations errors are the difference between the announced value and the median of the survey responses.




CPI: The consumer nrice index for all urban consumers,

CPI: The consumer price index for all urban cor
PPI: The producer price index for finished goods.
IP: The total index of industrial production.

RS: The nominai vaiue of retail saies.

UN: The unemployment rate.

oyme ale

NF: The non-farm payroll employment.

1. Sample Period: February 1980 - February 1995.
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Table 2
Descriptive Statistics of Expec

Variable Mean t-statistic
CP1 -0.0005 -0.046
PPI <0.082 A6)
P -0.0116 -0.48
RS -0.040 -0.67
UN 0.954 1.76

NF 352 032

Note
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Expectation Errors since January 1994 (percentage points)
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Table 4

nit Root Tests
.1
i

February 1980 - February 1995
Type Variable (t-statistic)
CPI PPI P RS UN NF'
Released -6.0° 8.1 =52 -13.2° -1.25 -3.58°
Expected -5.5 -6.17 4.6 -12.2° -1.14 | -224
Coint Test -15.0° -12.1° -11.5 -16.6° -122° -11.40°
Notes:

Row 1 (Released) unit root test on the actual release data.

Mo D Mosaneo AV ool ooie doce o alio oo oo doen
NUW £ (CXPOLICU) UIIL TOUL WS O IS SUrvey adid.

Row 3 reports a Engle-Granger two step cointegration test between the released and the expected variable.

The unit root test applied is an augmented Dickey-Fuller test with one lag.

* denotes significant at S percent level.




-17 -

Average Response Rate of Mark/Dollar a:: lﬁmleollar Exchange Rates to News (percent)
Rate/Period News Variable
CPI PPI P RS UN NF

DM/$

Feb. 80 - Feb 95 -0.34 0.07 0.24 0.04 -0.49" 0.002°

Feb. 84 - Feb 95 -0.77 0.07 0.33 0.07 -0.51 0.002"

Yen/$

Feb. 80 - Feb 95 0.26 0.13 -04 0.00 -0.27 0.002"

Feb. 84 - Feb 95 -0.21 0.17 _ﬂZ 0.03 -0.4 0.002°
otes: There are 181 announcements (February 1980 to February 1993) for cach variable except nonfarm payroll where there are only 121

announcements (February 1985 - February 1995). The result are based on the following estimated equation:

n

[4

As, = a, + T q, (x, - %)
=

where:
As, denotes the change in the log of the exchange rate during the release day,
X, denotes actual release data at time t and i corresponds to CPI, PPI, IP, RS, UN, and NF respectively,
x°, denotes market expectations -- measured using survey data from Money Market Services -- on the corresponding variable.

The equation is estimated using all news variables -- hence the summation -- to account for the possibility of simultaneous announcements.
The following symbols * and # indicate significant at the 5 and 10 percent level.
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Table 6
Average Response Rate of Mark/Dollar and Yen/Dollar Exchange Rates to

Positive and Negative Errors (percent)

J

As, denotes the change in the exci'nange rate during the release day
x; denotes actual release data at time t and i corresponds to CPI, PP, IP, RS, UN, and NF respectively,

=/

i=j

X%, denotes market expectations - measured using survey data from Money Market Services -- on the corresponding variable.

Dl_,, and D, denote

positive and n

DosSIt

egative dummi

es, respectivi

€y, ICSPCCL

The following symbols * and # indicate significant at the 5 and 10 percent level.

) PP1 P RS
Pos. Neg. Pos. Neg. Pos. Neg. Pos. Neg. Pos. Pos. Neg.

DM/$

Feb 80 - Feb 95 -0.35 -0.33 0.24 -0.03 032 -0.15* 0.21° 0.002° | 0.002°
;-‘eb 84 - Feb 95 -0.78 -0.77 0.33 -0.16 0.32 -0.15* 1 021° 0.002° 1 0.002°
Yen/$

Feb 80 - Feb 95 0.12 037 0.22 0.06 0.02 -0.09 -0.17° | 0.16 0.002° | 0.001°
Feb 84 - Feb 95 -0.05 0.05 039 -0.12 0.05 0069 | -021' } 0.19 0.001" | 0.001"

Notes: The estimated equation is based on the following regression
As,=ay + £ a, D, (x, - x)+ T B, D, (x, - %)
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Table 7
Average Response Rate of Mark/Dollar and Yen/Dollar Exchange Rates to
Large and Small Errors (percent)

where:

As, denotes the change in the exchange rate (the release day less the previous day)
X, denotes actual release data at time t and i corresponds to CPI, PPL, IP, RS, UN, and NF respectively,

As

n n
=0, + Lo D (x, - X))+ z B, Dy (x, - Xir)
i=j i

CPI1 PPI P RS NF

Small Large Small Large Small Large Small Large Small Large Small Large
DM/$
Feb 80 - Feb 95 -0.33 -0.33 -0.09 0.15 0.64° 0.94 -0.11 0.04 1.07 -0.58 -0.003 | 0.002"
Feb 84 - Feb 95 -043 -0.84 -0.11 0.19 0.69" 0.13 -0.61 0.08 1.53 -0.67" | -0.003 | 0.002°
Yen/$
Feb 80 - Feb 95 -0.38 0.39 0.24 0.33 0.36 -0.19 -0.15 0.006 1.85 -0.40 -.004 0.002"
Feb 84 - Feb 95 -1.41 0.15 -0.36 0.51 0.35 -0.126 | -0.58 0.04 1.66 -0.56 -.004 0.002°

— Notes: The estimated equation i1s based on the following regression:

X%, denotes market expectations -- measured using survey data from Money Market Services -- on the corresponding variable.
D, and D, denote small and large dummies, respectively.

The following symbols * and # indicate significant at the S and 10 percent level.




=

-20 -

Average Response Rate of Mark/Dollar and Yen/Dollar Exchange Rates to Recent News (percent)

Table 8

February 1994 - February 1995

Sample Period News Variable
CPl1 PPI P RS UN NF

DM/$

Feb. 80 - Feb 95 0.04 0.11 0.06 -0.25 -0.97 0.001
Feb. 84 - Feb 95 045 0.09 -0.01 -0.29 -1.03 0.001
Yen/$

Feb 80 - Feb 95 -0.13 0.25 0.70 0.06 -1.53" 0.002
Feb 84 - Feb 95 0.35 021 0.67 0.03 -1.56* 0.002

Notes: Th

AS‘ denotes the change in the exch

CCNULS Wi Laalty

x;, denotes actual release data at time t and i corresponds to CPI, PPI, IP, RS, UN, and NF respectively,
x°, denotes market expectations -- measured using survey data from Money Market Services -- on the corresponding variable.

entries are on the dummy coefficient D, .

As, = o

tn

t

D,.. denote recent dummy.

ang
=o

4
2o (x -x

i X, it)
i=] i=1

e rate du_ring the release dav

g reicasc gay

The following symbols *and # indicate significant at the 5 and 10 percent level.

4
-xH+ T B D (x -x

i1 7 nowN

The estimated equation is based on the following regression:

it 7
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standard equation, dividing the sample as column 1 indicates. The following symbols * and # indicate significant at the 5 and 10 percent

level.

Alternative SDeClﬁC&(l(;n cdysamnle Sizes (p 1t)

Sampie Period News Variabie

CPI PPI IP RS UN NF Mavol'
DM/$
Feb. 80 - Feb 95° -0.35 0.06 0.23 0.04 -0.5 0.002° -0.04*
Feb. 80 - Oct 82 -0.0 0.07 0.23 -0.02 -0.23 na -
Nov 82 - Apr 86 -1.9° 04 0.18 0.21* -0.87 0.001 -
May 86 - Jun 90 0.14 -0.49 0.34 -0.26 -1.05 0.002° -
Jul 90 - Feb 94 -0.19 0.04 0.13 0.59 0.49 0.003" -
Yen/$
Feb. 80 - Feb 95* 0.25 0.12 -0.05 0.601 -0.28 0.002° -0.09"
Feb. 80 - Oct 82 0.53 0.21 -0.03 -0.004 041 na -
Nov 82 - Apr 86 0.12 0.33 0.09 0.09 -0.82* 0.001 -
May 86 - Jun 90 -0.03 -0.21 0.08 0.17 -0.78 0.0001 -
Jul 90 - Feb 94 -0.02 -0.12 -0.54 0.05 0.69 0.003" -

_———— ——
Notes: “Mavol denotes moving average volatility. ™ first row in this table includes a variable to represent exchange rate volatity,

calculated as the 5 day moving average of squared percent changes in the exchange rate.

The other rows epon coefficients from the




Table 10
Average Response Rate of Various Interest Rates to News
Rate/Period News Variable
CPI PPI P RS UN NF
U.S 3-Menth
Feb. 80 - Feb 95 0.11* 0.07° 0.06" 0.04° -0.18° 0.0005°
Feb. 84 - Feb 95 0.06 0.05 0.07" 0.03° -0.12° 0.0005°
U.S. 10-year
Feb. 80 - Feb 95 0.14° 0.09° 0.05° 0.04" -0.12° 0.0004"
Feb. 84 - Feb 95 011’ 0.06 0.03 0.03" -0.11° 0.0004"
German 3-Month
Feb. 80 - Feb 95 -0.28° -0.01 0.001 0.01 -0.005 -0.000
Feb. 84 - Feb 95 -0.04 -0.02 -0.01 0.01 -0.005 -0.000
German 10-year
Feb. 80 - Feb 95 -0.00 0.01 0.002 0.008 -0.02 0.000
Feb. 84 - Feb 95 -0.002 0.01 10.003 0.003 -0.01 0.000
Japanese 3-month
Feb. 80 - Feb 95 0.01 0.002 0.001 -0.001 -0.03° -0.00005°
Feb. 84 - Feb 95 0.01 0.004 -0.002 -0.001 -0.03" -0.00005"
Japanese 10-year
Feb. 80 - Feb 95 -0.03 0.01 -0.0i 0.01 0.00 -0.000
Feb. 84 - Feb 95 -0.04 0.01 -0.01 0.08 0.004 -0.0001
mmﬁ)wmg regression: 7
n
Ar, = o, + '2] a, (x, - x;)
where

Ar, denotes the change in the interest rate during the release day

x;, denotes actual release data at time t and i corresponds to CPI, PP, IP, RS, UN, and NF respectively,

x°, denotes market expectations - measured using survey data from Money Market Services -- on the corresponding variable

The following symbols * and # indicate significant at the 5 and 10 percent level.
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Japanese Long Term:

Schedule Release Data
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Data Appendix

Mark/doliar exchange rate, Source FRB Buiietin
Yen/dollar exchange rate, Source FRB Bulletin

3
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&
=
[@]
[¢]
g3 |

-month interbank loa
Combination of authority bond
Bundesbank.

3-month gensaki rate, Tokyo market, Source Bank of Japan

Long term government bellwether, Source: Bank of Japan

= O
B o

Consumer Price Index, Source: BLS

Producer Price Index, Source BLS

Industrial Production, Source: FRB

Retail Sales (percentage change), Source: Bureau of Census
Unemployment Rate, Source BLS

Nonfarm payroii employment change (thousands of persons), Source

Camrinac
DTIVILOD

1 : +. 1t FHUAA 2
and interest rates are all daily data. Missing data points are filled in
Most data cover period February 1980 to February 1995.

: BLS
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CHART 4

US 10-Year Interest Rate Reaction to News
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German 3-Month Interest Rate Reaction to News
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CHART 7

Japanese 3-Month Interest Rate Reaction to News
CPI

v

o
LN
o«
ouse nU.
. * e
-
osmme o o
camsmen
-
e I+
W
9 So—
)
© o
"
* L]
bt
<
< hd 2 *
= ] Q
v
(-]
- . nld
(=]
ewmmn o
e o mu
GRessmmm—. o
R 3
W
Comme o
]
- =
.
"
(=]
- o - o
(=] (= <Q [=]

Percent

<

1

0.0

08 —

hd
=}

0.0

-04

Percent

e o

(X3

-1.0

-0.8

10

0.8

0.0

-0.5

0.8

s
<

0.0

04

-1.0

-08

L
2

Percent

o
[~}

Percent

0.0

100

-100 -50

-150

04
-08

0s

03

0.1

-0.3

04



Japanese 10-Year Interest Rate Reaction to News

to February 1995
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